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new stockholders who have become interested 
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Report of the Directors 
of 

American Telephone and Telegraph Company 

New York, March 1, 1922. 

To the Stockholders: 

The year ending December 31, 1921, was a year which 
on review shows good progress in the things which we con¬ 
sider most constructive: 

Our stock issue added materially to the strength 
of our financial structure. 

We approached more nearly to the ability to 
fill promptly new applications for service. 

The quality of both exchange and toll service 
steadily improved. 

The efficiency of the whole operating force in¬ 
creased and is increasing. 

The development of the art of telephony by re¬ 
search and. invention, and by their application to the 
construction and operation of plant, was exception¬ 
ally noteworthy. 

While our gross earnings did not show as great 
an increase as might have been expected had general 
business been normal, our net earnings more than 
held their own. 

We increased and broadened our efforts to 
bring about a better and more sympathetic under¬ 
standing of our policies, problems and practices by 
all of the elements making up the public which we 
serve. 

Our Associated Companies continued their presen¬ 
tation of cases in which revenues were inadequate 
and have in general been granted relief. Some 
cases are still pending. 

Upon the Bell Telephone System—that is, upon this 
Company and its Associated Companies—the country de- 
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pends for one of its indispensable services. No other agency 
undertakes to give a nation-wide telephone service. 

The responsibility is upon us not only for the present but 
for the future of that service. We must provide the or¬ 
ganization and the equipment to extend it to keep pace with 
the growth of the nation. 

Some utilities can give complete service to present users 
without extensions, but complete telephone service for present 
users involves the possibility of communication with new 
users. 

As the nation grows, therefore, the equipment must be 
extended, not only that people who want telephone service 
may have it, but that those having service may have complete 
service. 

Financial results of the business must be such as to at¬ 
tract a flow of capital to the enterprise adequate in amount 
to provide ample extensions in plant. Anything less must 
inevitably result in some degree of failure to give service. 
Some part of the capital for extensions may come through the 
investment by the Company of its undivided profits and 
reserves but the large part must come from the sale of bonds 
or other obligations and the issue of additional capital stock. 

The security for the Company’s debts represented by its 
bonds and other like obligations is in its earning power and 
in the property behind these securities. Therefore, new 
money put into the Company by the shareholders and in¬ 
vested in earning property strengthens its outstanding bonds 
and other like obligations because it increases both the 
earnings and the property back of them. 

Sound financing involves a safe proportion between capital 
and debt. The recognition of this principle in the financing 
of the Bell System before the war, enabled the Company 
during the war period, when conditions practically precluded 
new stock issues, to finance its extensions almost entirely by 
increases in debt. Return to the established principle, pre¬ 
sented during 1921 the question of offering an additional issue 
of capital stock to the shareholders. 

Under the laws of the State of New York a new issue 
could not be made at less than par. Obviously then to make 
an issue successful the dividend must be enough to make 
the stock attractive at a premium, but any dividend rate 
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must appeal to the public as reasonable; it must be earned 
with a fair margin and with a prospect of continuance. The 
stockholders’ equity in the business was about $200 per 
share; $9 per year per share was less than 5 per cent upon 
the stockholders’ equity in the business and would certainly 
not be considered an excessive return. That rate had been 
earned with a margin for a number of years and the prospects 
for the future were good. Due weight was given to the belief 
that the higher market price of the stock consequent upon a 
higher dividend rate, if fully justified by earnings, would react 
favorably in the cost of bond issues and other borrowings of 
the whole Bell System. The conclusion was that 9 per cent 
should be established as the dividend rate. The event has 
justified the conclusion. 

An announcement was made at the annual meeting that 
the directors intended to make 9 per cent the regular rate. 
This was followed May 10, 1921 by an offer of one share in 
five, making the total offering $89,819,500. Of this amount 
$83,790,200 was subscribed and paid for by the shareholders. 
The balance unsubscribed, $6,029,300, was sold in the open 
market at an average price of $112.54 per share. 

During the year $15,123,900 in stock has been issued in 
conversion of convertible bonds, making the total issued 
capital stock, December 31, 1921, $548,185,300. 

Commission Regulation 

It is a narrow and unsound point of view which does not 
recognize the fact that the real interests of the Company and 
of its patrons are identical. 

This Company is in favor of regulation by any legally 
constituted body performing its function within the authority 
conferred upon it by the law. Laws providing for such reg¬ 
ulation, well administered, cannot fail to benefit both the 
Company and the public who are its patrons. 

What the laws have set as the minimum below which 
regulation cannot go is a minimum which is safe for your 
property. The maximum which they permit is much above 
any maximum which we have ever asked. 

Before the laws providing for the regulation of rates were 
enacted, the utility was subject to the rule of the common 
law which required the rates established by it to be just and 
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reasonable. It was bound not to discriminate in rates or 
otherwise between those who desired its service. It was 
subject further, to an obligation to render good service and 
to meet, within reasonable limits, the demand of the public 
for this service. 

There is considerable variety in the regulatory laws as 
enacted by the different states. In what follows we are 
referring to provisions which are common to nearly all of them. 

What the regulatory laws attempt is to provide machinery 
which shall ensure good service to whoever may reasonably 
demand it, with freedom from discrimination and shall 
protect, in both the utility and its patrons, the right to rea¬ 
sonable rates. It is doubtful whether there can be found in 
any of these laws, any provision which cannot be assigned to 
these three purposes. They reaffirm the old rule which has 
always applied to the utilities in their rate making, that rates 
must be just and reasonable and not discriminative and in 
nearly all of the states affirmatively declare that the utilities 
shall exercise their rate-making power subject to this rule. 

The rate-making powers of the Commissions arise in those 
cases where it is found after a hearing, at which the utility 
has the right to introduce evidence, that it has overstepped 
the just and reasonable, indiscriminative rule established 
by the statute. When this condition is found to exist, the 
Commission is authorized to step in and to establish rates 
that do conform to this rule. 

The machinery which is provided by these laws for the 
purpose of assuring, not only to their patrons but to the 
utilities as well, just and reasonable rates, necessarily in¬ 
volves some restriction upon the rate-making power of the 
utility. They generally provide that the utility shall not 
change its rates without a prescribed notice. They some¬ 
times enact that where a change is proposed it shall not be 
effective until approved by the regulatory body, or until a 
fixed period has elapsed and sometimes provide that proposed 
rates may be suspended pending an investigation by the 
regulatory body. The purpose of these provisions is obvious; 
it is to afford the regulatory body an opportunity to know 
before new rates go into effect, that the utility is proposing 
to exercise its rate-making power legally in accordance with 
the just and reasonable rule. 






9 


These limitations upon the freedom of the utility in the 
exercise of its power to make rates are necessarily incidental 
to the enforcement of the general regulation that rates shall 
be just and reasonable and indiscriminative. They are 
essential parts of this machinery provided for the enforce¬ 
ment of this old rule and the protection of the rights of the 
utilities and their patrons which grow out of it. 

The typical existing law prescribes that rates shall be 
just and reasonable; it does not attempt to prescribe the 
revenue to be derived from such rates. The direct relation 
of these laws is to rates only; their relation to earnings is 
indirect, through rates. They did not create, they re¬ 
enacted the rule that rates charged by utilities shall be just 
and reasonable. 

The minimum, the line below which a regulatory body 
may not go in fixing “just and reasonable rates,” is established 
by provisions of the Federal and many state constitutions, 
which are construed to prohibit the imposition by public 
authority of rates which will not afford a fair return upon the 
reasonable value of the property used or useful in the rendi¬ 
tion of the service for which the rates are charged. 

A just and reasonable rate is a rate somewhere between 
the bare cost of the service and its value to the user. This 
is what the law required prior to these statutes. It is what 
they prescribe; it is the rate which complies with the rule 
which they lay down for the government of the utilities in 
their rate-making. 

The foundation of all business is the fundamental 
proposition that, in general, sound trades are beneficial to 
both parties to them. Public utilities are no exception to 
this fundamental rule. Economic laws demand, if they are 
to continue in business, that what they receive for their 
service shall be more than it costs to render this service and 
less than what this service is worth to the one who buys it. 
These economic laws underlie the rules which are prescribed 
by the Constitution and by the statute laws. The confisca¬ 
tory rates prohibited by the Constitution are prohibited by 
the economic law that says that no one can continue to do 
business at a loss, and the rates in excess of just and reasonable 
rates that are prohibited by the statutes are prohibited by 
the economic laws which will not permit the business of the 
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utility to prosper or to continue at such rates. If the rules 
prescribed by the statutes were not in accord with economic 
laws it would be necessary to amend the statutes because 
fundamental economic laws finally do not yield to statutory 
enactments. 

This spread between what it costs to render the service 
and the value of the service to the people who use it is what 
measures the value to society of the discovery and develop¬ 
ment of the telephone. A new thing worth exactly what 
it costs is of no net value to society and would not persist. 
A new thing worth more than it costs is valuable and will 
persist. The fact that telephone service can be and is pro¬ 
duced at a cost and sold to telephone subscribers at a price 
very much less than the value of the service to the subscribers 
constitutes the assurance of the stability of the business. 
There is always a market for something that can be produced 
and sold at something less than its worth to the person who 
buys it. The profit which he derives from buying it makes 
him a persistent and continuous purchaser. Where the 
margin between this cost and price is small, changing con¬ 
ditions affecting the cost of production may wipe it out and 
destroy the business. The fact that in the telephone in¬ 
dustry the value of the service to the subscriber is many 
times its cost to him, is an assurance that adjustments ade¬ 
quate to meet any possible changes in conditions can always 
be made without impairing the stability of the business. 

To induce the investment of the sums that are necessary 
to provide for the growth of the public utilities of the United 
States, investors must have a dependable assurance that 
these investments are as desirable as other investments 
offered to them after the differences in the circumstances and 
conditions surrounding the investments have been equated. 
The laws of demand and supply apply to money seeking invest¬ 
ment, just as they apply to everything else, and when differing 
hazards and other varying conditions are taken into account, 
they tend to equalize the return upon all investments. 

This economic rule tends to the enforcement of the statu¬ 
tory rule that rates shall be just and reasonable. The fact 
that these laws do not attempt to regulate the earnings of the 
utilities but are directed to the regulation of their rates, 
simply means that in the competition with other investments 
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for available funds, the utilities shall be put upon a parity 
with other businesses, taking into account the difference in 
risks and other material conditions affecting them. 

That these laws be soundly interpreted and be soundly 
administered is in the interest of regulation, is in the interest 
of their patrons and is in the interest of the utilities. What 
has always been the policy of the Bell System in these matters 
is its policy today. That policy has been to co-operate 
with the various regulatory bodies. It has been to aid these 
bodies so far as possible in the performance of their duties 
under these laws. 

The Commissions, in order to exercise effectively the 
administrative powers conferred by the statutes, must take 
the judicial attitude of the higher courts. They must have 
complete information and understanding of the operations 
of the utilities and the requirements of the public for service. 
They must be able to consider not only those things which 
affect the service today but at least to an equal extent, the 
things which provide for the development of that service 
to meet the requirements of the public of tomorrow. It is 
therefore unfortunate that the statutes do not provide for 
longer periods of service. 

The function of Commissions in the administration of 
these laws strongly distinguishes them from courts. Courts 
decide controverted matters and endeavor to determine and 
establish legal rights through the application of strict legal 
rules. The Commission is an administrative board; its 
functions are business functions. The questions presented 
to a Commission are business questions and, within the limits 
which the law prescribes for the Commission’s jurisdiction, 
are dealt with from the business and administrative stand¬ 
point. Concretely, when a man in Maine talks with a man 
in California, while only a small part of the service is per¬ 
formed in Maine, the ability to talk to California is a part 
of the service rendered in Maine. The Commission can 
take into account the fact that the ^telephone service rendered 
at any particular telephone involves a service which may be 
performed anywhere within the United States. Business 
considerations which would be foreign to the questions pre¬ 
sented to a court are essential to the questions considered by 
a Commission. To obtain the best results, the Commission, 
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within its jurisdiction, enjoys and exercises a broad discretion 
which takes into account all of the business factors involved 
in the questions presented to it. 

The people depend upon your Company for one of the 
great national services—the one entering most intimately 
into their domestic and commercial affairs. Your Company 
must extend that service to meet the requirements of a grow¬ 
ing population and a growing use. It must promote and 
develop the progress of the art upon which that service de¬ 
pends. It must be a satisfactory servant of the people. 
Aside from all laws, there arise out of this relationship 
minimum and maximum limits for rates. The minimum 
must provide revenue enough so that your Company can 
render its service worthily and abundantly. The maximum 
must not exceed what will meet the approval of a public 
willing to pay fairly for what it receives. It is not less for¬ 
tunate for the public than for the Company that the con¬ 
servative financial structure of the Bell System fixes its 
requirements well within the limit permitted by law. 

Financial Results 

In previous reports to stockholders, the statement has 
several times been made that an actual appraisal conserva¬ 
tively made of the telephone properties of the Bell System 
companies would show values greatly in excess of the amount 
at which these properties are carried on the books. An 
example of what we believe to be fairly typical of all Bell 
System property, is an appraisal completed recently by 
engineers of a Public Utility Commission covering approxi¬ 
mately one-half of the property of one of the Associated 
Companies. In this case the Commission, after taking into 
consideration the average prices for labor and material during 
the past ten years, arrived at a reproduction cost of the 
property 23 per cent in excess of the cost value of the prop¬ 
erty as carried upon the books of the company. A con¬ 
sideration of unit prices based on average prices for labor 
and material during the past five years, led to a figure 37 per 
cent in excess of the book figures, while unit prices based on 
prices for labor and material during 1919, resulted in a figure 
76 per cent in excess of book figures. 
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The investment of the Bell System in plant and equip¬ 
ment, including construction in progress, as carried on the 
books of the companies, as of December 31, 1921, aggre¬ 
gates $1,569,000,000, but the true value of this investment 
as indicated in the preceding paragraph is much greater 
than its book cost. 

In 1921, the Associated Companies earned 5.2 per cent 
on the book cost of their plant, which is considerably below 
what is considered by regulatory bodies and the public to 
be a fair return. Due, however, to the conservative financial 
structure of the System, with this rate of return on the tele¬ 
phone property of its Associated Companies, the Amer¬ 
ican Telephone and Telegraph Company earned, includ¬ 
ing its equity in the undivided profits of the Associated 
Companies, 12.6 per cent on its outstanding stock. As all 
of the net profits of its Associated Companies were not dis¬ 
tributed to the stockholders of those companies, your Com¬ 
pany shows earnings for 1921 of 11.1 per cent on its outstand¬ 
ing capital stock. 

The following table shows the earnings per share avail¬ 
able for dividends on the stock for each year since 1909: 


1910. 


1911. 


1912. 


1913. 


1914. 

. 9.38 

1915. 



1916. 

.$ 9.77 

1917. 

. 9.48 

1918. 

. 9.97 

1919. 

. 10.05 

1920. 


1921. 



Your Company has consistently followed conservative 
financial and business policies during its entire history. 
Depreciation reserves have been accumulated and invested 
in the business; in the aggregate more than $38,000,000 in 
excess of par has been paid into the treasury in cash by the 
stockholders; at no time have all of the net profits been paid 
out in dividends, but a portion thereof has been retained in 
the business and invested in property. As a result of these 
policies, a financial standing has been established for the 
Company which enabled it to borrow part of the money re¬ 
quired in the business through the sale of its bonds and other 
interest-bearing securities at rates of interest well below the 
dividend rate. Furthermore, it is not necessary, in respect 
of a substantial part of the Company’s assets, represented 
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by the investment of reserves and surplus, to pay either in¬ 
terest or dividends, thereby making it possible, even with 
relatively low telephone rates and a low rate of earnings on 
telephone property “used or useful” in the service of the 
public, to earn the dividend on your stock, with a margin 
for surplus. An understanding of these facts is fundamental 
to a correct understanding of the financial strength of your 
Company and the stability of its dividend rate. 

Bell Telephone Securities Company 

There is, relatively speaking, a widely distributed owner¬ 
ship of the Bell System. The savings of several hundred 
thousand men and women throughout the Union have con¬ 
tributed to the building of the System. There were at the 
end of 1921 more than 186,000 owners of stock of the American 
Telephone and Telegraph Company. There are many other 
thousands of individuals who are financially interested through 
ownership of your Company’s bonds and notes and through 
holdings of the securities of the Associated Companies. 

We believe that a wide distribution of the securities of 
the System geographically and among individuals, is ad¬ 
vantageous both to the public and to the System. The 
securities furnish safe investments, yielding reasonable rates 
of return; with a wide financial foundation, better under¬ 
standings and relationships result. Recent events have made 
it clear that there is a large volume of income which might 
be saved and applied to constructive development if many 
more people, especially those of small means, could be af¬ 
forded the opportunity and incentive to save and to invest 
wisely. This view is emphasized by the result of the recent 
study which indicates that of an estimated national income 
in 1919 of $66,000,000,000 nearly 70 per cent went to in¬ 
dividuals who would not ordinarily be considered as possible 
investors. 

It is our desire particularly to interest telephone users 
financially in the System. They can acquire stock of the 
American Telephone and Telegraph Company in the market 
and in some cases they can secure preferred stocks of the 
Associated Companies. We are inviting them to become 
partners in the business. 
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This is more than a plan to lay wider financial foundations 
for the Bell System, to raise some of the money needed for 
extensions of the service, or to create better relationships. 
It will contribute to the promotion of national thrift, to the 
spread of a broader knowledge of investment, and to the 
development of machinery to assist investors. It wall facili¬ 
tate and strengthen the activities of all sound and helpful 
investment agencies. The nation is our customer. What¬ 
ever promotes the prosperity of the nation promotes our 
prosperity. 

The attainment of our object will require continuous, 
intelligently directed effort. We have felt the need of an 
organization whose functions should be to disseminate in¬ 
formation about Bell System securities to the public, es¬ 
pecially to Bell telephone subscribers, and when desired, to 
advise intending investors and to facilitate their transactions 
in our stocks and securities. The Bell Telephone System 
occupies a unique position, and one not generally understood, 
because it differs so widely in form of organization and in 
relation to the public and the investors, from other enter¬ 
prises to which it might be expected to be similar. 

In the annual reports, which have grown to be vehicles 
of information to the public as well as to the stockholders, 
we have attempted to set forth the reasons why the structure 
of the System is what it is, what the relations of the parts 
are to each other, and all the other facts which should be 
available to present and prospective investors in the securities 
of the System. But the annual report is a periodical, while 
the history of the progressive utility must be a continuous 
story. No single issue of the report can tell the whole story 
without frequent repetition and continually increasing bulk. 

Therefore, with the conviction that it may, helpfully to 
the System, perform these services, we have organized the 
Bell Telephone Securities Company. Mr. D. F. Houston, 
who served in the Federal Government for eight years, first 
as Secretary of Agriculture and then as Secretary of the 
Treasury, and who before going to Washington had held the 
chief executive position successively in three educational 
institutions and had specialized in economics, particularly 
in banking and taxation, has become its President. 
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It has the usual broad charter rights of an investment or 
securities company. 

The purpose of its organization was as stated. In the 
services it may render for the benefit of this Company, it 
will be limited only by its charter rights. All of its stock 
is owned by your Company. 

Employees’ Stock Plan 

This Company has long been active in providing practical 
and progressive plans for promoting the welfare of its em¬ 
ployees. One direction of these endeavors has been toward 
the encouragement of thrift and saving. To this end, Stock 
Plans under which employees might purchase stock of the 
Company on an installment payment basis have several 
times been offered to Bell System employees. These offers 
met with ready response, and as a result there w r ere at the 
end of 1921 approximately 25,700 employees of the System 
included in the list of stockholders of this Company. 

The earlier offers, however, were in each case open for 
only a limited period. A step in advance has been taken 
during the past year by the introduction of the Employees’ 
Stock Plan dated May 1, 1921, whereby a continuous oppor¬ 
tunity is given to Bell System employees to subscribe for 
and acquire stock of this Company. The principal pro¬ 
visions of this Plan may be summarized as follows: 

(1) Any employee who has been continuously in the employ of the 
Bell System for six months is entitled to subscribe for stock, at prices . 
not less than par, as fixed by this Company. 

(2) There is reserved to the American Company the right at any 
time to change the terms upon which stock shall be offered under the 
Plan, and also the right to refuse to accept new subscriptions. 

(3) The total subscription upon which any employee may be paying 
at any one time is limited to a number of shares equal to one share of 
stock for each $300, or fraction thereof, of his annual rate of pay, but no 
employee may subscribe for more than fifty shares in any one year. 

(4) The subscription payments for the stock are made by deductions 
from the employee’s wages at the rate of $3.00 per share per month. 

(5) Interest at the rate of 8 per cent, compounded quarterly, is allowed 
on installment payments and credited to the employee’s account. 
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(6) At any time after six months from the date of the initial deduc¬ 
tion from wages under a subscription for stock, the employee may pay 
the balance then unpaid on account of all or any of the shares of stock 
under such subscription and receive the certificate of stock to which he 
then becomes entitled. 

(7) Provision upon equitable terms is made for cancellation of the 
subscription agreements where the service of the employee is terminated 
by death or otherwise and for withdrawals by employees continuing in 
the service, in order to enable them to meet their own special emergencies. 

(8) The subscription price in effect on December 31, 1921, was $105 
per share. 

At the close of the year, more than 125,000 employees 
from all parts of the Bell System, including employees who are 
already stockholders, were paying for stock on subscriptions 
made under this Plan. This number of subscribers comprises 
46 per cent of all employees of the System and is 58 per cent 
of the total number of employees who were eligible to sub¬ 
scribe under the provision of the Plan requiring previous 
continuous employment of at least six months. In addition, 
it is estimated that more than 3,000 employees who have not 
subscribed for stock under the new Plan are still paying for 
stock purchased under the Second Stock Purchase Plan. 

The results of the Plan evidence a sincere desire for saving 
and thrift among Bell System employees, as well as a firm 
faith in the_continued successful operation of the Company. 

Notable Achievements of 1921 

Previous reports have set forth our development and 
research activities, showing the extensive character of the 
laboratories, the large personnel employed, and the thousands 
of projects in hand. Therefore only a few of many which 
have reached the practical stage will be mentioned here. 

A loud speaking telephone system was installed at the 
Capitol in Washington at the time of the inauguration of 
President Harding. By means of this system, based on new 
scientific methods, an audience of more than 100,000 assembled 
in front of the Capitol heard distinctly and with perfect ease 
every word spoken by the President. 

The problem of applying this loud speaker system to 
long-distance wires was so far advanced that on the 11th 
of November, 1921, these latest developments of the art were 
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employed in the burial services of the Unknown Soldier at 
the National Cemetery at Arlington. The funeral oration 
of President Harding, the addresses of Secretary of War 
Weeks and of the foreign dignitaries, the prayers and hymns 
and the music of the solemn religious services, were heard 
not only by those immediately present, but by the multitude 
which thronged the cemetery, and by corresponding as¬ 
semblages at New York and San Francisco. In these far- 
off cities, connected with Arlington by our long-distance 
wires, tens of thousands w r ere enabled to participate in the 
ceremonies. With the mourners at the grave, they joined 
in singing the hymns, and at the end of the President’s address 
these distant thousands recited in unison, with him the Lord’s 
Prayer. 

In previous reports, reference has been made to the plan 
for connecting, in co-operation with the Cuban Telephone 
Company, the island of Cuba with the United States by 
submarine telephone and telegraph cables to be extended 
from Havana to Key West and there to connect with our 
long-distance wire system. On April 11th, 1921, the cables 
having been successfully laid, were opened to public ser¬ 
vice by formal ceremonies. The President of the United 
States and the President of Cuba exchanged greetings, 
and distinguished assemblies at Washington and Havana 
participated in the ceremonies and listened by telephone to 
all that was said over the line. 

By means of the transcontinental line the connection 
was extended to San Francisco and thence south to Los 
Angeles where, by means of a radio telephone connection, 
the circuit was extended to Catalina Island, thirty miles 
distant in the Pacific. Satisfactory conversation was thus 
carried on between Catalina and Cuba, a distance of some¬ 
thing over 5,500 miles. This is the greatest distance over 
which commercial telephone service has thus far been es¬ 
tablished. 

The Cuba cables are the longest deep-sea telephone cables 
in use, and embody in practical form a number of the recent 
scientific developments of our staff. To provide for the 
traffic expected, three of these cables were successfully laid. 
Each cable is capable of carrying simultaneously one telephone 
conversation and eight telegraph messages. 








19 


For connecting Cuba with the mainland, cables are em¬ 
ployed because it has been found more economical to use 
them than to employ radio, and because they are more de¬ 
pendable and free from the interruptions and disturbances 
and the lack of secrecy which are encountered in radio opera¬ 
tion. During the disturbed financial situation of the past 
year these cables proved of great value in international bank¬ 
ing and business and have fully justified themselves as an 
extension of our service. 

During the year, our practical experience in the use of 
machine switching apparatus affords gratifying evidence 
that the operation of this new system is readily compre¬ 
hended by the public, and that it can be depended upon to 
give the highest grade of service in those situations where, for 
economic or service reasons, it should be employed. 

Wireless 

The Catalina Island installation was made under war 
conditions because time did not permit the manufacture and 
laying of a cable. It has, however, furnished much valuable 
information concerning the practical working of such systems, 
and is the only example of the use of the radio telephone as 
part of a commercial system of inter-communication. 

Our practical experience with radio communication serves 
still further to emphasize what has been pointed out in pre¬ 
vious reports—that the practical field for radio telephony 
lies in connection with those situations where it is impracti¬ 
cable to employ wires, as in the case of communications be¬ 
tween moving vehicles, from ship to ship, and from ship to 
shore, from airship to ground, and similar classes of service. 
All of these possible fields for the extension of our service are 
being carefully explored, and it is expected that as time goes 
on they may be developed into useful auxiliaries to the wire 
service. Over great bodies of water and between points 
difficult of access, where wire service is impracticable to 
establish or maintain, the radio telephone offers a promising 
means of communication. 

Our scientific staff has however continued during the year 
its extensive work in the field of radio communication. The 
Bell System has available all the important inventions with 
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reference to commercial wireless telephony and expects to 
make use of them in every way possible for the extension, 
betterment, and cheapening of the service as ways of doing 
so develop. Our engineering and commercial organizations 
are actively engaged in developing whatever possibilities 
there are in this field. 

A field in which the radio telephone has possibilities is 
in the furnishing of broadcasting service, a oneway service 
which consists in sending out by radio telephone from a 
central station, news, music, speeches, and the like, which 
under favorable atmospheric conditions may be received by 
all who have receiving stations within the area served, and 
care to listen. The number of wave lengths available for 
this radio telephone service is limited, but we are preparing 
to furnish this broadcasting service to such an extent as may 
meet the commercial demands of the public, subject to that 
limitation. 


Operation 

In addition to the attention always given by the technical 
departments of the Company to the determination of the best 
and most economical methods and materials for the con¬ 
struction, operation, and maintenance of the plant, many 
questions have required special consideration arising from 
the unusual conditions obtaining during the last few years. 
As a result of these conditions there have been compara¬ 
tively rapid variations in material prices and wage rates, 
these variations in many cases being by no means pro¬ 
portional one to the other. Intensive study of the telephone 
problems arising from these conditions has been made so as 
to be sure at all tipies that allowance is made for these various 
factors in the decision as to what constitutes the most econom¬ 
ical methods to employ. Continuous study of wage and 
employment conditions in other industries has been made and 
the necessary comparisons with the conditions in the telephone 
business, so as to assure for our business a continued supply 
of skilled, loyal and contented workers and a relatively small 
turn-over, conditions which are necessary to the most satis¬ 
factory operation of our business, requiring as it does a high 
class of work in which there is direct contact between the em¬ 
ployees of the company and the telephone-using public whom 
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they serve. By these studies and by their application we 
have been enabled to accomplish satisfactory results and at 
the same time avoid the excesses noticeable in certain in¬ 
dustries in which pay of the working forces and working condi¬ 
tions were established which obviously could not be main¬ 
tained on anything but a temporary basis. 

The term “Service” is often used as applying merely to 
the technical work of the operators at the switchboards. 

Broadly considered, however, service includes many otner 
factors, among which are: The connection of new subscribers; 
maintenance work both to prevent the occurrence of trouble 
and to remove it when it does occur; the insuring of clear 
and continuous transmission when the connection is estab¬ 
lished, and the performance in a courteous and helpful manner 
of every duty where the employee comes in contact with 
the public. 

In all of these elements going into the making up of 
service an advance has been made during the past year. 

The service of the Bell System measured by the technical 
work done by the operators has recovered from the war and 
postwar difficulties and is today better and more uniform 
than ever. 

In the matter of connecting up new subscribers desiring 
service, it is now possible generally throughout the System 
to make these connections promptly, although in a few of 
the larger cities, due to the very great demands for service 
and the long time elements inherent in the extensive addi¬ 
tional construction necessary to provide additional plant, 
there are still many cases of delayed installations. 

During the past year the maintenance standards of the 
Bell System have been equalled and in many cases exceeded, 
and it is safe to say that at no time was the plant of the Bell 
System ever better maintained or in better condition than 
it is today. Reconstruction work has been done as needed. 

On any telephone connection after the operators have 
done their work and the connection is established, it is of 
prime importance that the subscriber should be able to carry 
on conversation clearly, easily and without interruption, 
or, in telephone language, that the transmission should be 
good. Both as to local and toll conversations our stand¬ 
ards in regard to transmission have been maintained or im- 
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proved upon and the results of this are shown not only by our 
regular tests, but by the infrequency of complaints from this 
cause, notwithstanding the continually increasing use of long- 
haul toll service, where transmission troubles would be most 
likely to be encountered 


Principal Corporate Changes in the Bell System 

During 1921 

During the year the New England Telephone and Tele¬ 
graph Company acquired the property of the Providence 
Telephone Company operating in the State of Rhode Island, 
of which company it previously owned all of the capital 
stock. 

The Ohio Bell Telephone Company acquired the property 
in the southeastern part of Ohio previously owned and oper¬ 
ated by the Chesapeake and Potomac Telephone Company 
of West Virginia. This transaction was a purely intra-system 
transaction. 

The Ohio Bell Telephone Company and The Ohio State 
Telephone Company merged into a new corporation retain¬ 
ing the name of The Ohio Bell Telephone Company. For 
many years there has been Bell telephone service and non- 
Bell telephone service generally throughout the State! of 
Ohio, with the result that subscribers paid for two telephones 
to get full service or with one telephone got only partial 
service. That condition was satisfactory neither to the 
public nor to us, but in accordance with the Company’s 
commitment set forth in a letter to the Attorney General of 
the United States under date of November 19, 1913, and 
quoted in full in our annual report for 1913, it seemed to be 
a condition we were powerless to remedy. 

However, the Legislature of the State of Ohio memorial¬ 
ized the Congress of the United States asking for such legis¬ 
lation by Congress as would permit a unification of the service. 
This legislation was enacted, a merger completed and the 
unification is in progress. 

Of the present Ohio Bell Telephone Company, this Com¬ 
pany owns all of the common stock and a majority of the 
preferred stock. 
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Employees’ Benefit Fund 

The Plan for Employees’ Pensions, Disability Benefits 
and Death Benefits, has continued in effect throughout the 
Bell System during the year, thus completing the ninth year 
of its operation. 

Pensions. There were 496 employees on the pension rolls 
on December 31, 1921, a net increase of 41 during the year. 
The average pension is $52 per month. 

Sickness. The number of cases of sickness which oc¬ 
curred during 1921 among employees eligible to benefits 
under the Plan was 24,162, a decrease of 5,087 cases as com¬ 
pared with 1920, during which year there had been a brief 
recurrence of the influenza epidemic. The aggregate benefits 
paid for sickness disability during 1921 were $2,330,820 and the 
average period of disability for completed cases was 39 days. 

Accidents. There were 9,848 work accidents which oc¬ 
curred during the year, a decrease of 575 as compared with 
1920. Of the total accidents, there were 4,018 which involved 
little or no disability on the part of the employee. The 
number of accidents per 1,000 employees involving disability 
of one day or more was nearly 11 per cent less than during 
1920. This reduction was largely the result of continual, 
systematic efforts for accident prevention. The total pay¬ 
ments in 1921 on account of accidental injuries were $824,215, 
including $252,718 for medical attention, hospital care, etc. 

Death Benefits. A sum of $285,056 was paid in death 
benefits during 1921 to the dependent relatives of 211 em¬ 
ployees who at their death had been in service for five years 
or more. Burial and other expenses paid for 69 employees 
who left no dependents amounted to $18,046, making total 
pajunents on account of deaths of employees $303,102. 

Summary. The total amount of payments from the 
Employees’ Benefit Fund during 1921 was $3,774,786. 

As in previous years, financial assistance has been given 
in many cases of disability which did not come wholly within 
the provisions of the Employees’ Benefit Plan. 

Theodore N. Vail Memorial Fund 

A year ago the announcement was made of the establish¬ 
ment of the Theodore N. Vail Memorial Fund. The income of 
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this fund is designed to provide medals to be awarded from 
time to time to employees of the Bell System in recognition 
of unusual acts of service conspicuously illustrating the 
high ideals which governed the policy of Mr. Vail as to 
public service. 

HIGHEST AWARD FOR 1920 

To Mildred Lothrop, Chief Operator, Homer, Nebraska. 
Gold Medal and One Thousand Dollars. 



JhlS CcttififS that th* special award ora cold medal cficred under the terms of'the 
91 °Uul9Tlcmonal vurul and knowa as the 

THEODORE M VAIL MEDAL 

far %>tcu>orth\» Public Service 

9lulf»rc& iSothrop 

(?hief iDperator, 3&m£x.9ubta«ka. 

‘V'ox noteworthy public service, in the fact of incteasina personal danger and 
public disaster, displaying the highest courage, loyalty and devotion, itv 
saving human life. 

5^fur midmghr of9liay 31.1920, receiving word of an approaching flood, 
she took her place at the switchboard, warning the people to flee for safety and 
calling for help from the surrounding country, continuing her efforts until 
the rising water disabled the switchboard. when she barely escaped 
from the flooded building 


The citation on the certificate accompanying the award— 
necessarily brief—does not give an adequate conception 
either of what Mrs. Lothrop suffered and dared or of what 
she accomplished. 

Called from her bed at two o’clock in the morning by a 
telephone call she was warned of an approaching flood. With¬ 
out taking the time to dress she sent her son to ring the 
village fire bell and proceeded to warn, by telephone, the 
residents in the valley of their danger. She continued at this 
work for tw T enty-five minutes until the water in the switch- 
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board room was up to her waist and the switchboard was put 
out of service, notwithstanding appeals from neighbors to 
abandon the effort and look out for herself. 

In leaving the building she was obliged to wade breast 
high in the flood and just as she reached a place of safety 
the building next to the telephone office, and its counter¬ 
part in construction, was! swept from its foundation and 
carried away. Largely due to her efforts not a life was lost 
in Homer, a village of about 500 population. Many lives 
and thousands of dollars worth of property were saved. 

For other especially meritorious acts occurring in many 
places and in many departments of work, nine silver medals 
and sixty-eight bronze medals were also awarded. 


Telephone Plant and Station Development 


During the past ten years, the investment in plant and 
equipment, including construction in progress, of the Bell Sys- 
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GROWTH OF VARIOUS CLASSES OF 
PLANT AND EQUIPMENT 

BELL SYSTEM 


December 31st of each Year 


tern devoted to rendering telephone service has increased from 
$672,500,000 to $1,569,000,000, or 133 per cent, and as com¬ 
pared with the investment in 1900, the increase has been 
more than 750 per cent. The chart appearing above shows 
the uniformity with which the several classes of plant have 
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grown and gives Bvidsnco of the woll balanced yearly con¬ 
struction programs which have governed this development. 

This growth has also proceeded steadily throughout all 
sections of the United States—an indication of the gradually 
increasing dependence of the American people on the tele¬ 
phone as an indispensable necessity, both in social life and 
in. the conduct of business. During the past five years this 
demand for telephone facilities has been particularly heavy, 
resulting in net plant additions during 1921 costing more 
than $180,000,000. The Bell System companies have at 
all times endeavored to meet the increasing demand for 
service with an adequate plant, including a margin of spare 
facilities. The scarcity of construction labor and materials 
during the latter years of the world war, together with the 
greatly increased demand for facilities, however, resulted in 
an unavoidable, although temporary, reduction of the normal 
margin of spare facilities, particularly cable plant and central 
office equipment in certain localities, but these margins are 
rapidly being restored and the necessary fundamental plant 
is being provided to meet all demands for service. 

At the end of the year, there were over 13,380,000 owned 
and connected stations in the Bell System—nearly two-thirds 
of all the telephones in the world. Practically any one of 
these 13,380,000 telephones can be connected with any other 
telephone in the Bell System. During 1921 alone, the net 
gain in owned and connected telephones was 778,284 and, 
viewed from the standpoint of the value of the service to the 
user, this means that from each telephone connected with the 
Bell System it was possible, at the end of 1921, to reach over 
three-quarters of a milhon more homes and places of business 
than at the beginning of the year. 

A diagram showing graphically the pnenomenal growth of 
telephone stations in the Bell System appears on the back 
cover of this report. In 1900 there was one Bell telephone 
station to every 90 people in the United States, at the end of 
1921 there was one such station to every 8 people. 

The expansion of the telephone business in the United 
States since the beginning of the twentieth century, has 
been very much more rapid than either the growth in popula¬ 
tion or the growth in volume of general business activity as 
a whole. During that period our population has increased 
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45 per cent, the volume of general business according to 
the best data available has expanded 100 per cent, while the 
number of telephones has grown from 1,350,000 to 14,000,000 
— an increase of 900 per cent. 

This remarkable growth of the telephone business also 
bears eloquent witness of the worth of telephone service. 
American standards of service and equipment, perfected 
under a scheme of organization so constructed as to direct 
the progress of the industry along the most efficient business 
lines, have produced a development of that industry far 
superior to that in any other country in the world. 

Forty-five years after the invention of the telephone, 
Europe has only one telephone to each 100 of the popula¬ 
tion. With only one-sixteenth of the population of the 
world, the United States has two-thirds of the world’s tele¬ 
phones. There are more telephones in New York City 
than in the whole of any foreign country, excepting only 
Great Britain and Germany. Chicago has more telephones 
than France, Spain and Portugal combined. 


THE WORLDS TELEPHONES. 



The Bell System is adding as many new telephones each 
year as there are in all France. As for rural telephones, 
practically the only farm telephones in the world are in the 
United States, where the number is now over 2,500,000. Else¬ 
where, this field of service has been almost wholly neglected. 
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These facts, in respect of telephone plant and station 
development, afford substantial proof that the telephone 
service in the United States is the best and cheapest in the 
world. 


Western Electric Company, Incorporated 

In the very beginning of the business of giving telephone 
service—over forty years ago—it was foreseen by the man¬ 
agement that in connection with the use of the telephone 
there would be developed many varieties of auxiliary and 
related apparatus and that unless this development was 
controlled these necessary devices would be likely to be pro¬ 
duced by different manufacturers and patented by them, 
leaving the operating telephone companies in time at their 
mercy. To avert this danger, and as stated in the annual 
report of 1882 “to insure the highest standards”, a com¬ 
bination was arranged of some of the manufacturers of that 
time into what became the Western Electric Company, of 
which The American Bell Telephone Company, our prede¬ 
cessor company, owned the control, and going beyond this, 
a contract was made between the companies through which 
the control of patents, present and future, was vested in The 
American Bell Telephone Company. The contract also 
specified that the manufacturing company should sell to 
all licensees (the Associated Companies) at uniform prices 
which should not be unreasonable. 

There was no requirement of the Associated Companies 
that they should buy anything of the Western Electric Com¬ 
pany, so that what was accomplished was to make the manu¬ 
facturing company depend upon the operating companies 
rather than to make the operating companies depend upon 
the manufacturing company. 

Starting from that beginning the Western Electric 
Company gradually became the manufacturer of nearly 
all of the apparatus required in the Bell System. That 
•fundamental work has been of inestimable value in the 
development of the Bell System. Out of it have grown the 
advantages foreseen and others equally valuable unforeseen. 
The closest co-operation through more than a generation has 
made the Western Electric Company virtually a department 
of the Bell System exercising the function of manufacturer, 
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purchasing agent and storekeeper. Its compensations have 
been fixed on the basis of reasonable but steady return 
on investment rather than that of the high but fluctuating 
profit on the sales of an uncontrolled manufacturer. No 
public utility has paid less proportionately in profits to the 
manufacturers of its equipment and such profits as have 
been paid, through our stock ownership, remain in the Bell 
System for the advancement of the utility. Volume of sales 
and profits therefrom, the goal of most manufacturers, were 
of secondary importance, while the needs of the service 
became the predominant factor in working out the solution 
of the problems which confronted the Bell System. The 
telephone users have been materially benefited by this 
arrangement. 

A large telephone central offiefe well designed is housed 
in a building planned to fit the switchboard. The switch¬ 
board itself is a complicated and expensive apparatus re¬ 
quiring two or three years for its manufacture and installa¬ 
tion. It must be capable of extension and of operation in 
connection with other similar switchboards in other offices, so 
that each purchase of a switchboard is a virtual commitment 
to its manufacturer for extensions and other switchboards. 
To a greater or less extent this is true of all of the apparatus 
going into our service. The advantage of a control in the 
interest of economy in construction and operation, over the 
patent rights and prices of the manufacturer must be apparent. 

Furthermore there is the advantage of control over pro¬ 
duction. The manufactures of the Western Electric Com¬ 
pany are designed for our requirements with a view to the 
greatest economies in construction of plant and in maintenance 
and operation. They are produced in quantities we specify in 
fire-proof buildings where every precaution is taken to insure 
continuity of production. They are of uniform standards so 
that the cost of maintenance and repairs is at a minimum. 

The relation which has grown out of the contract and 
financial interest established in 1882 has therefore provided 
for the Bell Telephone System a controlled source of supply 
of the apparatus and material needed in the construction, 
maintenance and operation of its plant. 

The apparatus, designed especially for its requirements, 
can be specified by our engineers with regard only to effi- 
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ciency and economy. There is ample protection as to patent 
rights, prices and continuity of supply. 

The expense of selling is eliminated. The use of ap¬ 
paratus is determined solely by its merit and there is afforded 
an opportunity for the greatest economy in the routines of 
\ purchase and distribution. 

The sales billed by the Western Electric Company during 
the year 1921 aggregated $189,800,000, of which $135,600,000 
were to the Bell companies and $54,200,000 were to other 
customers. This is an increase over the previous year of 
19 per cent to Bell companies and a decrease of 41 per cent 
to other customers. It fairly indicates, on the one hand, the 
activity of the telephone companies in providing additional 
plant and, on the other hand, the severe depression that 
characterized the electrical jobbing business during 1921. 

The company reduced its floating indebtedness during 
the year by $14,000,000 and increased its cash on hand by 
$5,400,000, a total improvement of about $19,400,000 in its 
financial position. 

Its unfilled orders on hand at the end of the year aggre¬ 
gated about $76,000,000, as compared with $83,000,000 on 
December 31, 1920. Its estimates indicate a volume of 
business in 1922 substantially the same as in 1921. 


Bell System Statistics and Financial Data 

At the end of 1921, there were approximately 10,300 
separate telephone companies in the United States. Of them 
26 are Associated Companies of the Bell System, and 9,264 
are independent companies whose stations are connected 
with the Bell System. There were also a large number of 
rural lines and associations not rated as companies but oper¬ 
ated mainly on a mutual or co-operative basis, and of these 
over 26,000 were connected with the Bell System at the end 
of the year. 

A map showing the name and territory of each of the 
associated companies of the Bell System appears on page 4. 
These companies together with the American Telephone and 
Telegraph Company comprise the Bell Telephone System. 
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The number of telephone stations at the end of 1921, 
owned by and connected with the Bell System in the United 
States, was 13,380,219. Of these stations 8,914,155 were 
owned by the 26 Associated Companies of the Bell System 
and 4,466,064 by local, co-operative, and rural independent 
companies or associations having sublicense or connection 
contracts, the so-called connecting companies. 

The development of the Bell System at the end of the year 
and its growth during the year, are set forth in the following 
tables: 


TELEPHONE STATIONS 


Bell Owned 
Bell Connecting 


Number at Increase dur- 

end of Year ing Year 

8,914,155 580,176 

4,466,064 198,108 


Total 


13,380,219 778,284 


TELEPHONE CONNECTIONS—BELL-OWNED EXCHANGES 

Average Number 
Daily during Year 


Exchange Connections. 33,671,000 

Toll Connections. 1,356,000 

Total. 35,027,000 


The daily average of 35,027,000 exchange and toll connec- 
tions during 1921 exceeded by 1,865,000 the daily average 
during 1920, and by nearly 11,000,000 the daily average of 
ten years ago. 


EMPLOYEES 

Number on December 31, 1921. 224,288 

The number of employees in the service of the Bell System 
at the end of 1921 compared with the number on December 
31, 1920, shows a decrease of 7,028. 

MILES OF WIRE AT END OF YEAR 


* Per Cent. 

Increase of Copper 
Under- during Wire to 

Bell Owned Aerial ground Total Year Total Wire 

Exchange.... 7,620,187 16,161,991 23,782,178 2,177,710 96.4 

Toll. 2,579,728 1,457,915 4,037,643 264,707 91.9 


Total. 10,199,915 17,619,906 27,819,821 2,442,417 95.8 

Bell Connecting 

Toll. 461,500 12,333 
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63.1 per cent of the Bell-owned wire mileage—excluding 
' that in submarine cable—is in underground cables. This 
percentage has steadily increased from 36 per cent at the end 
of 1900. The underground conduits represent a cost of 
$136,700,000 and the cables in the conduits $202,700,000, a 
total in underground plant of $339,400,000. 


NET PLANT ADDITIONS—BELL-OWNED 


Added in 1921 

Real Estate. $ 19,977,555 

Equipment. 64,584,567 

Exchange Lines. 49,000,522 

Toll Lines. 24,911,447 

Construction Work in Progress. 21,565,127 


Total. $180,039,218 


The above amount of net plant additions compares with 
the additions of the previous nineteen years as follows: 


NET PLANT ADDITIONS DURING 20-YEAR PERIOD 


1902. 

. $37,336,500 

1912. 

. $ 75,626,900 

1903. 

. 35,368,700 

1913. 

. 54,871,900 

1904. 

. 33,436,700 

1914. 

. 50,045,300 

1905. 

. 50,780,900 

1915. 

. 32,863,700 

1906. 

. 79,366,900 

1916. 

. 66,224,700 

1907. 

. 52,921,400 

1917. 

. 118,599,500 

1908. 

. 26,637,200 

1918. 

. 77,922,600 

1909. 

. 28,700,100 

1919. 

. 73,446,000 

1910. 

. 53,582,800 

1920. 

. 147,882,100 

1911. 

. 55,660,700 

1921. 

. 180,039,200 


Total.$1,331,313,800 


Bell System Earnings and Expenses 

The consolidated Bell System income statement, from 
which all inter-company duplications have been eliminated, 
appears opposite. This income statement represents the tele¬ 
phone business of the System as a whole, i.e., the business 
of the American Telephone and Telegraph Company and its 
Associated Companies, in its relations to the public. It 
does not include data for connecting, independent, or sub¬ 
license companies, or The Bell Telephone Company of Canada 
and the Western Electric Company, Incorporated, except 
as interest and dividends from these companies are included 
in non-operating revenues. 
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BELL SYSTEM INCOME STATEMENT 


FOR YEARS ENDING DECEMBER 31, 1920 AND 1921 


(duplications excluded) 


Exchange Revenues. 

Toll Revenues. ... 

Miscellaneous Revenues. 

Total Operating Revenues.. 

Depreciation. 

Current Maintenance. 

Traffic Expenses. 

Commercial Expenses. 

General and Miscellaneous Ex¬ 
penses . 

Total Operating Expenses.. 

Net Operating Revenues... 

Uncollectible Revenues. 

Taxes. 

Operating Income. 

Non-operating Revenues—Net. 

Total Gross Income. 

Rent and Miscellaneous De¬ 
ductions . 

Interest Deductions. 

Total Deductions. 

Balance Net Income. 

Deduct Dividends. 

Balance for Surplus. 


1920 

$301,282,599 

141,883,485 

6,276,031 


$449,442,115 


65,731,071 

69,665,080 

145,848,181 

45,075,272 

20,500,013 


$346,819,617 


$102,622,498 


$1,208,798 

27,841,334 

$ 73,572,366 
11,692,610 


$ 85,264,976 


$ 5,755,808 
31,724,103 


$ 37,479,911 


$ 47,785,065 
39,999,579 


$ 7,785,486 


1921 

$343,133,098- 

146,459,202 

7,495,933 


$497,088,233 


70,858,073 

73,061,099 

148,372,962 

47,831,650 

23,563,499 


$363,687,283 


$133,400,950 


$1,843,962 

34,512,479 

$ 97,044,509 
13,651,814 


$110,696,323 


$ 6,497,642 
36,773,998 


$ 43,271,640 


$ 67,424,683 
47,848,394 

$ 19,576,289 


Increase 

$41,850,499 

4,575,717 

1,219,902 


$47,646,118 


5,127,002 

3,396,019 

2,524,781 

2,756,378 

3,063,486 


$16,867,666 


$30,778,452 


$635,164 

6,671,145 

$23,472,143 

1,959,204 

$25,431,347 


$ 741,834 

5,049,895 


$ 5,791,729 


$19,639,618 

7,848,815 


$11,790,803 


During the year, the plant and equipment of Bell System 
companies have been currently maintained in good operating 
condition and adequate provision has been made out of 
earnings to provide for depreciation and obsolescence. These 
charges against the companies’ earnings amounted to $143,- 
919,172—representing in the case of current maintenance 
5.3 per cent on the average plant in service, and for deprecia¬ 
tion and obsolescence 5.2 per cent of the cost of plant. It 
has been and is the policy of Bell System companies to make 
periodic charges against earnings for depreciation and obso¬ 
lescence. Plant is used up in furnishing service so that its 
cost, less net salvage, is, during the period of its service life, 
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a part of the cost of rendering the service and must be re¬ 
flected in the company’s operating costs through annual 
charges for depreciation. 

Federal, state, and local taxes chargeable against the 
earnings for the year amounted to $34,512,479, an increase of 
$6,671,145 over taxes for 1920. This charge against earn¬ 
ings represents an average of $4.00 for each telephone station 
in service during the year. Adequate provision has been 
made for taxes chargeable against the earnings of 1921, but 
not payable until 1922. 

Interest and dividend payments were $84,622,392, leaving 
as surplus earnings $19,576,289 after meeting all expenses 
and charges for capital. These surplus earnings together with 
unexpended reserves are invested in the telephone business, 
and to that extent it is unnecessary to provide an equivalent 
amount of new capital for the business. 


BALANCE SHEETS 

The following are the combined balance sheets of the Bell 
System in the United States for the years ending December 
31, 1920 and 1921: 


BELL SYSTEM BALANCE SHEETS, 1920 AND 1921 


(duplications excluded) 


ASSETS: Dec. 31, 1920 

Telephone Plant. $1,363,826,327 

Supplies, Tools, etc. 47,442,043 

Stocks and Bonds. 115,230,719 

Receivables. 66,351,159 

Temporary Cash Investments. 0 

Cash. 41,399,285 


Dec. 31, 1921 
$1,543,865,545 
47,944,435 
126,202,014 
74,720,690 
52,133,110 
57,644,707 


Total 


$1,634,249,533 $1,902,510,501 


LIABILITIES: 

Capital Stock (including Installments) 

Mortgage Bonds. 

Collateral Trust Bonds. 

Convertible Bonds and Notes. 

Debentures. 

Three- and Five-Year Gold Notes.... 
Bills Payable. 

Total Capital Liabilities. 


$ 511,493,407 
213,571,750 
164,396,100 
80,495,900 
37,330,325 
90,000,000 
10,130,141 

$1,107,417,623 


$ 632,216,253 
302,753,415 
163,502,500 
74,385,800 
36,598,875 
89,500,000 
2,369,665 

$1,301,326,508 


Accounts Payable. 

Accrued Liabilities not due 
Employees’ Benefit Fund. . 
Surplus and Reserves . 

Total . 


36,216,049 

37,213,443 

9,363,215 

444,039,203 

$1,634,249,533 


39,478,986 

46,095,881 

9,485,910 

506,123,216 

$1,902,510,501 
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All intangible assets have been excluded in the above 
balance sheets so that the combined Surplus and Reserves 
are shown in an amount considerably less than the aggregate 
of these items as they appear on the books of the separate 
companies. 

The assets of the Bell System show a total increase of 
$268,260,968 during the year. Of this amount approxi¬ 
mately $191,000,000 represents investment in permanent 
assets, while the remainder represents working assets of which 
a considerable part remains available from new financing 
during 1921, as described below. Pending its use for 
permanent investment purposes during 1922, the major part 
of these surplus working assets is represented by cash on 
hand or invested temporarily in United States securities. 

The capital stock, bonds and notes payable of the Bell 
System outstanding in the hands of the public at the close 
of the year 1921 were $1,301,326,508, a net increase of ap¬ 
proximately $193,900,000 over similar obligations outstanding 
at the end of 1920. The book cost of the net assets devoted 
to earning a return on these outstanding securities amounts to 
over $1,807,000,000, while the actual value thereof is con¬ 
siderably in excess of this figure. 

The more important items of new financing (excluding inter¬ 
company financing) by the Bell System during the year are: 

(а) The issuance of $89,819,500 capital stock 
by the American Telephone and Telegraph Com¬ 
pany, under the offer of May 10, 1921; 

(б) The sale in February, 1921, by the Northwestern 
Bell Telephone Company, of $30,000,000 First Mort¬ 
gage Twenty Year 7 per cent Gold Bonds, Series A; 

(c) The sale in October, 1921, of $50,000,000 
Refunding Mortgage Twenty Year 6 per cent Gold 
Bonds, Series A, by the New York Telephone 
Company; 

(i d ) The issuance in September, 1921, of $9,902,- 
647 of preferred stock and the assumption of debt 
obligations amounting to $14,634,000 by The Ohio 
Bell Telephone Company, in connection with the 
consolidation of the properties of the former Ohio 







Bell Telephone Company with the properties of The 
Ohio State Telephone Company. 

These major items of new financing, together with the 
conversion of bonds into capital stock; the sale of capital 
stock to employees; minor issues of common and preferred 
capital stock to the public; the retirement of bonds through 
sinking funds and otherwise, and the liquidation of certain 
debt obligations, explain the changes since December 31, 
1920, in capital liabilities reflected by the balance sheet. 

At the end of 1921, the amount of mortgage liens on the 
telephone plant of the Bell System was less than 20 per cent 
of the cost of such property. 

The combined Surplus and Reserves of the Bell System, 
after excluding all intangible assets from the balance sheet 
shown above, are $506,123,216, an increase of $62,084,013 over 
the corresponding figure for 1920. They represent approxi¬ 
mately 27 per cent of the total assets, and have been invested 
in productive property. On this investment no capital 
charges accrue for either interest or dividends. 


Financial Statements of the 
American Telephone and Telegraph Company 

Earnings 

A comparative statement of the earnings and expenses of 
the American Telephone and Telegraph Company for the 
years 1920 and 1921 is shown at the end of this report. The 
usual comparative table of net revenues, dividends, appro¬ 
priations for contingencies, and additions to surplus account 
since 1900 is also show r n. 

The financial and statistical statements of the telephone 
service of the Bell System are shown on page 30 and sub¬ 
sequent pages. 

The earnings of the American Telephone and Telegraph 
Company as shown for the years 1920 and 1921 include, in 
addition to the earnings of the long-distance lines, dividends 
on the Company’s investment in stocks of its Associated 
Companies, interest on bonds and notes of and advances to 
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Associated Companies, interest and dividends from investments 
in other companies, earnings under the general service con¬ 
tracts with associated and other companies for the furnishing 
of instruments and services, and other miscellaneous revenues. 

The disbursements under the head of Expenses comprise 
expenses incurred in operating the long-distance lines, con¬ 
ducting the general service organization whereby instru¬ 
ments and services are furnished associated and other com¬ 
panies under contract, taxes, and other items of expense 
incident to conducting the affairs of the Company. The 
disbursements of Interest and Dividends represent the 
charges on the securities issued by this Company mainly to 
finance the Associated Companies and the long-distance lines. 

* The Company, in 1921, after meeting all operating charges 
and making adequate provision for depreciation and ob¬ 
solescence, and for Federal and other taxes chargeable against 
1921 earnings but payable in 1922, had available for interest 
and dividends, $73,523,812.77. Interest charges were $19,- 
521,109.05, an increase of $655,420.61 over similar charges 
for 1920, and dividends paid to stockholders at the rate of 
$8.00 per share per year for the first quarter and $9.00 per 
share per year for the last three-quarters of 1921, amounted 
to $42,674,403.00. Of the resulting balance, there was 
appropriated for contingencies $3,000,000, and the remainder 
($8,328,300.72) was carried to the Surplus Account. 

The Company and its predecessor have paid dividends 
to the public at the rate of at least $7.50 per share each year 
for the past forty years; during the past fifteen years— 
through the first quarter of 1921—the rate was uniformly 
$8.00 per share; and beginning with the second quarter of 
1921, the dividend rate has been established at $9.00 per 
share per year. 


Balance Sheet 

A comparative balance sheet of the American Telephone 
and Telegraph Company for December 31, 1920, and Decem¬ 
ber 31, 1921, is given at the end of this report. During the 
year investments in stocks of Associated Companies increased 
$85,182,242.31. This increased stock investment represents 
for the most part the acquisition of stock, by way of per¬ 
manent investment, in place of notes of the Associated Com- 
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panies theretofore held. Investments in bonds and notes of 
and net advances to Associated Companies decreased $25,- 
312,689.23. The balance of $165,236,355.07 at December 31, 
1921, represents the net outstanding loans by this Company 
to the Associated Companies for the extension of their tele¬ 
phone properties, after deducting the amount of $13,573,532.26 
temporarily invested by this Company for Associated Com¬ 
panies until required by them. 

Investment in stocks of other companies consists of stocks 
of the Western Electric Company, Incorporated; The Bell 
Telephone Company of Canada; the Central Union Telephone 
Company; the 195 Broadway Corporation which owns the 
land and building in which this Company’s offices in New 
York are located, and the 205 Broadway Corporation which 
owns real estate adjacent thereto; the Cuban American 
Telephone and Telegraph Company which owns and operates 
the telephone cables connecting Key West and Havana; the 
Bell Telephone Securities Company which is referred to on 
page 14; the Atlantic and Pacific Telephone and Telegraph 
Company; and the Radio Corporation of America. 

Special Demand Notes amounting to $2,523,000.00 are 
notes of the Atlantic and Pacific Telephone and Telegraph 
Company. 

The investment in Telephones, representing telephone 
receivers and transmitters, which are furnished by this 
Company for the use of the Associated Companies, increased 
$3,086,589.19 during the year. 

The Company’s investment in Real Estate, amounting 
to $8,422,092.57, consists of a building in Indianapolis and 
real estate in New York City, the latter constituting the land, 
and building now in course of construction, for additional 
office headquarters. 

The Long Lines Plant increased $6,810,303.83, repre¬ 
senting additions made during the year to the plant of this 
Company to care for the growth of its long-distance telephone 
business. 

The item of $1,866,025.38, Trustees—Employees’ Stock 
Purchase Plan, represents the balance owed this Company 
on capital stock in the hands of the Trustees for delivery to 
employees upon completion of their installment payments 
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under the Second Stock Purchase Plan made effective early 
in 1920. 

During the year the outstanding capital stock increased 
$105,359,900. Of this $83,790,200 was issued, for cash at 
par, in accordance with the terms of the offer to stockholders 
of record at May 20, 1921; $6,445,800 was sold for cash at a 
premium of $764,445 over par; and $15,123,900 was issued 
in exchange for convertible bonds. The item of Capital 
Stock Installments, amounting to $3,199,913.09, repre¬ 
sents installment payments by employees, together with 
accumulated interest, on capital stock of this Company sub¬ 
scribed for by employees under the Employees’ Stock Plan 
dated May 1, 1921. 

For the $548,185,300 par value of capital stock $586,- 
676,698.64 has been paid into the treasury of the Company; 
the $38,491,398.64 in excess of par value represents premiums 
on stock which are included as part of the Company’s surplus. 

The 5 per cent collateral trust bonds maturing in 1946 
were reduced during the year in the amount of $893,600 by 
retirements through the sinking fund. 

$1,177,900 of the convertible 4^ per cent gold bonds 
of 1933 were converted into stock during the year at the ratio 
of $120 of bonds, or $100 of bonds and $20 of cash, for one 
share of stock. There remained outstanding at the end of 
the year $11,020,300 of these bonds out of a total of $67,000,000 
issued in 1913. 

$14,157,600 of the seven-year 6 per cent convertible 
gold bonds maturing August 1, 1925 (which became con¬ 
vertible into stock after August 1, 1920), were converted 
into stock during the year on the basis of $100 of bonds and 
$6 of cash for one share of stock. Of these bonds, there 
remained outstanding as of December 31, 1921, a total of 
$34,038,100. 

During the year the 6 per cent three-year gold notes of 
1922 outstanding in the hands of the public were reduced 
$500,000. 

These conversions and retirements during the year re¬ 
duced the Company’s long-term indebtedness by $16,729,100. 
All discount and expense connected with outstanding bond 
and note issues have been charged off to corporate surplus 
during the year. 
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Distribution of Capital Stock 

The number of shareholders of record on December 31, 
1921, was 186,342, an increase of 46,894 during the year. 
That the distribution continues to be more general appears 
from the following: 

176,085 held less than 100 shares each; 

9,912 held from 100 to 1,000 shares each; 

319 held from 1,000 to 5,000 shares each; 

12 held 5,000 shares or more each (omitting brokers, 
holders in investment trusts, etc.). 

Of the holders of less than 100 shares each, 

63,857 held 5 shares or less each; 

147,991 held 25 shares or less each. 

The average number of shares held was twenty-nine. 

There are more women shareholders than men. 

At the end of 1921, about 9)/£ per cent of the stock was 
held by trustees, and about 5^ per cent of the stock w r as in 
the names of brokers. About 1 per cent of the stock w'as 
held in Europe. 

The rapid growth in the number of stockholders of record 
is shown below. 


RAPID GROWTH IN NUMBER 
OF STOCKHOLDERS 

AMERICAN TEL. & TEL. CO. 



1900 


1905 


1910 


1915 


1920 


■ 
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Of the 186,342 stockholders of record, approximately 
25,700 are employees of the Bell System. Including em¬ 
ployees who are already stockholders of record, there are now 
over 128,000 employees of Bell System companies and then- 
subsidiaries, who are paying for stock at the rate of a few 
dollars per month under the Second Stock Purchase Plan 
made effective early in 1920, and the Employees’ Stock 
Plan dated May 1, 1921. 

Of all American corporations your Company is first in 
the number of holders of its stock, and it has the widest dis¬ 
tribution of ownership of any corporation. 

The average number of shares held ten years ago was sixty- 
seven; today it is twenty-nine, or an average holding of 
$2,900. 

The funds supplied by these investors in the stock and 
other securities of your Company, have been used for the 
building and extension of telephone plants in every section 
of the United States. 


Personnel 

This report would be incomplete without reference to the 
fine spirit existing throughout the personnel of the Bell 
System. 

Mention w*as made in the reports for 1919 and 1920 of 
Associations and Committees through the medium of which 
the general forces and the management were coming to a 
clearer appreciation, not only of their mutual responsibilities 
and relations within the companies, but of the relations and 
responsibilities of each to the public and to the public service. 
These activities continue with increasing vitality and 
effectiveness. 

It is the loyalty, interest, effort and co-operation of the 
entire personnel which has made the accomplishments of 
the year possible. 

For the Directors, 

H. B. THAYER, 

President. 



A 
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American Telephone and Telegraph Company 

Statement of Earnings and Expenses 
For the Years 1920 and 1921 


Earnings: 

Dividends. 

Interest. 

Telephone Operating Revenues. 

Miscellaneous Revenues. 

Total. 

Expenses (Including provision for de¬ 
preciation and all taxes). 

Net Earnings. 

Deduct Interest. 

Balance. 

Deduct Dividends. 

Balance. 

Appropriated for Contingencies. 

Balance for Surplus. 


1920 

$34,800,465.51 

12,969,756.16 

56,030,624.92 

146,141.49 

$103,946,988.08 

33,260,083.98 
$ 70,686,904.10 
18,865,688.44 
$ 51,821,215.66 
35,376,792.88 
$ 16,444,422.78 
8,000,000.00 
$ 8,444,422.78 


1921 

$38,580,672.59 

13,803,052.70 

58,268,539.17 

90,507.92 

$110,742,772.38 

37,218,959.61 
$ 73,523,812.77 
19,521,109.05 
$ 54,002,703.72 
42,674,403.00 
$ 11,328,300.72 
3,000,000.00 
$ 8,328,300.72 


C. A. HEISS, Comptroller. 


Annual Earnings and Dividends 


Year 

Net 

Revenue 

Dividends 

Paid 

Appropriated for 
Contingencies 

Added to 
Surplus 

1900. 

. $ 5,486,058 

$ 4,078,601 

$ 937,258 

$ 470,199 

1901. 

. 7,398,286 

5,050,024 

1,377,651 

970,611 

1902. 

. 7,835,272 

6,584,404 

522,247 

728,621 

1903. 

. 10,564,665 

8,619,151 

728,140 

1,217,374 

1904. 

. 11,275,702 

9,799,118 

586,149 

890,435 

1905. 

. 13,034,038 

9,866,355 

1,743,295 

1,424,388 

1906. 

. 12,970,937 

10,195,233 

1,773,737 

1,001,967 

1907. 

. 16,269,388 

10,943,644 

3,500,000 

1,825,744 

1908. 

. 18,121,707 

12,459,156 

3,000,000 

2,662,551 

1909. 

. 23,095,389 

17,036,276 

3,000,000 

3,059,113 

1910. 

. 26,855,893 

20,776,822 

3,000,000 

3,079,071 

1911. 

. 27,733,265' 

22,169,450 

2,800,000 

2,763,815 

1912. 

. 32,062,945 

26,015,588 

2,800,000 

3,247,357 

1913. 

. 32,920,090 

27,454,037 

2,500,000 

2,966,053 

1914. 

. 32,334,814 

27,572,675 

2,500,000 

2,262,139 

1915. 

. 34,618,638 

29,100,591 

2,500,000 

3,018,047 

1916. 

. 38,013,277 

31,122,187 

2,500,000 

4,391,090 

1917. 

. 38,471,106 

32,481,614 

2,500,000 

3,489,492 

1918. 

. 43,901,322 

35,229,699 

5,000,000 

3,671,623 

1919. 

. 44,395,791 

35,356,334 

5,000,000 

4,039,457 

1920. 

. 51,821,216 

35,376,793 

8,000,000 

8,444,423 

1921. 

. 54,002,704 

42,674,403 

3,000,000 

8,328,301 


C. A. HEISS, Comptroller. 
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American Telephone and Telegraph Company 

Balance Sheet, December 31, 1920 and 1921 


ASSETS 


Deo. 31, 1920 

Stocks of Associated Companies.... $524,445,954.92 
Bonds and Notes of and Net Ad¬ 


vances to Associated Companies.. 190,549,044.30 

Stocks of Other Companies. 57,990,057.22 

Special Demand Notes. 7,587,935.00 

Telephones. 23,876,520.60 

Real Estate.*. 3,775,407.74 

Office Furniture and Fixtures. 435,492.48 

Long Lines Plant and Equipment... 95,136,361.47 

Trustees—Employees’ Stock Pur¬ 
chase Plan. 737,681.15 

Current Accounts Receivable. 8,697,431.03 

U. S. Certificates of Indebtedness. 

Cash. 26,636,360.24 


Dec. 31, 1921 

$ 609,628,197.23 

165,236,355.07 

65,343,285.25 

2,523,000.00 

26,963,109.79 

8,422,092.57 

520,408.90 

101,946,665.30 

1,866,025.38 

8,758,081.75 

29,391,076.78 

29,732,364.94 


$939,868,246.15 $1,050,330,662.96 


\ 


LIABILITIES 


Dec. 31, 1929 

Capital Stock. $442,825,400.00 

Capital Stock Installments. 

4% Collateral Trust Bonds, 1929. .. 78,000,000.00 

5% Collateral Trust Bonds, 1946... 76,461,100.00 

5% Western T. and T. Co. Bonds, 

1932. 9,985,000.00 

4% Convertible Bonds, 1936. 2,589,000.00 

4H«% Convertible Bonds, 1933. 12,198,200.00 

6% Convertible Bonds, 1925. 48,195,700.00 

6% 3-Year Gold Notes, 1922. 50,000,000.00 

6% 5-Year Gold Notes, 1924. 40,000,000.00 

Dividends Declared, Not Due. 8,852,072.00 

Interest and Taxes Accrued, Not Due 6,773,978.36 

Current Accounts Payable. 7,422,682.29 

Employees’ Benefit Fund. 2,000,000.00 

Reserve for Depreciation and Con¬ 
tingencies. 57,915,152.06 

Surplus (Including Capital Stock 
Premiums). 96,649,961.44 


$939,868,246.15 


Dec. 31, 1921 
$ 548,185,300.00 
3,199,913.09 
78,000,000.00 
75,567,500.00 

9,985,000.00 

2,589,000.00 

11,020,300.00 

34,038,100.00 

49,500,000.00 

40,000,000.00 

12,299,206.50 

6,709,478.17 

5,081,733.33 

2,000,000.00 

63,550,463.13 

108,604,668.74 


$1,050,330,662.96 


C. A. HEISS, Comptroller. 


• • • 
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AGENCIES 


February 11, 1922. 


Mr. George B. Harris, 

Mr. William J. Ladd, 

Mr. Charles E. Cotting, 

Stockholders’ Committee 

American Telephone and Telegraph Company. 

We have audited the corporate accounts of the 

AMERICAN TELEPHONE AND TELEGRAPH COMPANY 

for the year ended December 31, 1921. We have not audited 
the accounts of the associated and other companies whose 
capital stocks are carried in the accompanying balance sheet 
at a valuation of $674,971,482.48; but we have made a careful 
study of the reports rendered by these companies to the 
American Telephone and Telegraph Company for the pur¬ 
pose of satisfying ourselves respecting the essential accuracy 
of their reported earnings and the values at which their 
securities are carried on the books of the American Tele¬ 
phone and Telegraph Company. 

The income, comprising dividends from investments in 
controlled and other companies, interest, earnings from 
telephone traffic and other sources, aggregated, net of all 
charges including interest, the sum of $54,002,703.72. 

We certify that the balance sheet of the American Tele¬ 
phone and Telegraph Company, as published herewith, is 
in accordance with the books and, in our opinion, sets forth 
correctly its financial condition as at December 31, 1921. 


Lybrand, Ross Bros. & Montgomery, 


Accountants and Auditors. 










